ACCT 5308 – Group Case #2

Axl, Sue, and Brick, form the partnership Heck Associates on 1/1/10.  The partnership is a general partnership that provides consulting services.  All three partners were previously partners in other partnerships that sold various products and/or services.  The partnership was formed with the following contributions:

1. Axl contributed unrealized accounts receivable with a fair market value of $100,000. He also contributed land and a building with a fair market value of $275,000 (land value is $65,000) with an adjusted basis of $95,000 (land value is $25,000) encumbered by a bank non-recourse debt of 125,000.

2. Sue contributed cash of $40,000 and a computer systems and network with a fair market value of $60,000 and an adjusted basis of $80,000 subject to a recourse debt of $90,000 and office furniture with a fair market value of $75,000 and an adjusted basis of $10,000.

3. Brick contributed cash of $50,000, inventory from his prior partnership with a fair market value of $35,000 and an adjusted basis of $25,000.  He also contributed unrealized accounts receivable of $25,000.  Recall that since Adler Associates is a service partnership, it will not maintain any inventory.  Brick also contributed investment land with a fair market value of $30,000 and an adjusted basis of $15,000 and marketable securities with a fair market value of $10,000 and an adjusted basis of $35,000.

Other Information

· The partnership uses the cash basis of accounting for book and tax.
· The partnership uses straight-line depreciation for all depreciable assets that are contributed to the partnership as part of its formation.  The remaining useful lives for the assets contributed are as follows: 1) building: 10 years, 2) computer : 3 years, 3) office furniture: 5 years.  This method is used for book and tax.  
· For all other assets acquired on a go forward basis, or that are not depreciated using a former method, the partnership Axl use the MACRS depreciation system and the proper conventions (e.g., half year, etc.) for book and tax.  Since all partners have other businesses, they do not wish to take advantage of section 179 but will take bonus depreciation for 2010. 
· Ordinary Income after deduction of guaranteed payments but before depreciation is allocated using their initial capital contribution percentages.  All other items including any ordinary losses,  depreciation, special allocations and other separately stated items are allocated 50% to Axl, 10% to Sue, and 40% to Brick. 

2010 Transactions

1. Book and Tax Cash net Income from operations before depreciation, guaranteed payments,  and any special allocations is $450,000
2. The partnership agreement provides that Brick will receive a guaranteed payment (Sec. 710 (c) payments) of $50,000 and Sue will receive a guaranteed payment of $50,000 each year. 
3. Monthly cash withdrawals beginning in January 2010 by the partners are as follows: $6,000 per month for Axl, $4,000 per month for Sue, and $5,000 per month for Brick. These are a function of current operations.
4. Asset acquisitions: 09/15/10 they acquired a telephone system for $50,000 (5 year property)—use half year convention.  They acquired the assets with $10,000 and signed a recourse note for the remainder. 
5. On 12/15/10, the partnership distributed the investment in land to Sue.  The FMV of the land had not changed since its contribution to the partnership.  Assume no disguised sale exists here. 
6. On 12/31/10, after taking a full year of depreciation, the partnership sold the computer for $35,000.
7. The contributed accounts receivable were collected on 1/2/10 and the inventory was sold for 120% of its original FMV on 2/1/10.  
8. The marketable securities were sold on 3/15/10 for $15,000.
9. In 2010, $20,000 of debt payments were made on the recourse debts and $25,000 were made on the non-recourse debt. The refinance does not impact the telephone system loan.  

Required

1. Prepare a schedule detailing the beginning bases of each partner at 1/1/10.
2. Prepare a schedule and book/tax capital analyses of all section 704© and special partnership taxation transactions. Be sure to cure all economic inequities using the remedial method.  Indicate the character of the tax income in each transaction. 
3. Prepare a detailed schedule of partner tax and at risk bases at 12/31/10.   Also create a mini-K-1 detailing the type and amounts of taxable income each partner will have to take into income on their respective tax returns.
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